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BROADENING OUR MARKETS 


BROADENING OUR MARKETS 


For several years Hayes-Dana has been changing its 
structure towards a market-oriented organization that could 
better serve the needs of our customers. We began by develop- 
ing a strategic plan which identified the five markets that we 
believe best fit our long-term sales and net income growth 
objectives: 

— Light Truck 

— Heavy Truck 

— Service Parts & Labour 
— Agri-Industrial 

— Passenger Car 


Naturally, the foundation for such an organizational 
change is capable, talented managers who have the operating 
freedom to make things happen. This operating freedom not 
only stimulates initiative and innovation, but develops the 
expertise of management that is the keystone to our success. 
Given this strong management base, the job we have before us 
is to smartly allocate cash and other assets between the five 


markets so as to continue to build consistent earnings growth. 


On the pages that follow we have outlined some of the 
features of each of these distinctly different markets and 
some of the things we are doing in a financial way to assure 
maximum utilization of assets. But first, a look at where 
Hayes-Dana was five years ago, where we are today and what 
our market objectives are for the future. 
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FIVE YEARS AGO 


Light Truck 


ware 


Heavy Truck 
ft) 
OMEN Ce) 


Service Parts 
& Labour t aad 
Agri-!ndustrial 


Passenger Car 


oo 


1978* 


Light Truck 


Heavy Truck 


C) 
Onn 0,0 0.0; 


Service Parts 
& Labour caus 
Agri-!ndustrial 


Passenger Car 


OBJECTIVE 


Light Truck 


Heavy Truck 


On 0,.0 IR O.0 


Service Parts 


& Labour t es 


Agri-|ndustrial 


Passenger Car 


<= 


*estimate 


Sa FINANCIAL RESULTS 


RECEIVED FROM CUSTOMERS FOR 


PRODUCTS AND SERVICHS .................... 
OUR NET INCOME AFTER TAX AMOUNTED TO 
WE MADE ON EACH DOLLAR OF SALES ........ 
RETURN ON SHARBHOLDERS’ EQUITY ........ 


PER SHARE DATA : 


NET INCOME PER COMMON SHARE ............ 
DIVIDENDS PAID PER COMMON SHARE ........ 
BOOK VALUE PER COMMON SHARE. ............ 


ABOUT THE COMPANY 


Hayes-Dana Limited is one of Canada’s largest 
independent parts suppliers to the truck, car, agri- 
cultural, and industrial industries. We produce a 
broad range of products including: light truck 
frames, heavy duty axle housings, axle compo- 
nents, truck trailer axles, universal joints, com- 
plete drive shaft assemblies, gaskets, remanufac- 
tured clutches, waterpumps, and electrical com- 
ponents and offer both parts service and labour to 
major truck fleets across Canada through our 
growing network of truck centres. Although dating 


YEAR ENDED AUGUST 81 
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back as far as 1865, the company was granted its 
Letter Patent on July 10, 1922 as the Hayes Wheel 
Company of Canada Limited. The name of the 
company was changed to Hayes-Dana Limited in 
1966 to publicly recognize the participation and 
contribution of the Dana Corporation. The registrar 
and transfer agent for the company is Canada 
Permanent Trust Company, Toronto, Ontario, 
and the co-transfer agent is the Ohio Citizens Trust 
Company, Toledo, Ohio. Our shares are listed on 
the Toronto Stock Exchange under the symbol 
Hay-A. 


“Se REPORT TOOUR SHAREHOLDERS 


1977 was a tremendous year of accomplishment in early September. 
for Hayes-Dana Limited, as we again set new sales 5. Heavy duty truck axle housings have 
and earnings records. We think the excellent progressed through the design and 
financial results for 1977 are especially noteworthy development stages to prototype production. 
when viewed against an economic background in This second of our new product introductions 
Canada that was below expectations and included has met with excellent customer acceptance 
high unemployment, a large auto trade deficit and with incoming orders fast approaching the 
the now familiar squeeze of profits between rising level of our current planned capacity. 


costs and controlled prices. 6. Light truck frame/van side members are a third 
In striking contrast to the general economic ills in new product. We are pleased to announce on 
Canada here is a list of eight points that illustrate September 15, 1977 that we have obtained a 
just how successful 1977 was for your company: contract for van side members commencing 
1. Net income rose 13% to $6,549,000 or $1.08 Syutibhie 197 Simodel year with Ship mae 
per share compared with $5,791,000 or $ .96 begin in July, 1978. This new business has an 
per share last year. This marks the fourth estimated annual volume of $10,000,000. 
consecutive year, and eighth of the last ten years 7. The people of Hayes-Dana increased their sales 


of increased earnings for the company. 

. Sales were $145,164,000, a 12% increase over 
sales of $128,944,000 in 1976. Strong markets 
for our truck, passenger car and aftermarket 
parts and services allowed us to record the 
highest sales in the company’s history. 

. Passenger car ‘‘A’’ frames were built-out on 
schedule in the midst of a high production year. 
We even managed to assist our customer with 
an additional 12% increase in volume when a 
competitor fell behind on deliveries. 

. Light truck frames became the first of our new 
products to be shipped from the Chassis 
Products Division. A remarkably quick and 
troublefree tooling changeover of five weeks 
had the first frames on the way to our customer 


output per person (productivity) for the fourth 
consecutive year. We believe—without 
qualification—that our most important asset is 
the more than 2,000 people who have chosen 

to work for the company’s progress. The senior 
management group of Hayes-Dana (see inside 
back cover) average 22 years’ service with the 
company and typify the broad experience and 
dedication that make us so confident for the 
future. 


. Our financial position, as reported in the 


accompanying financial statements, is the best 

in more than 10 years. Some of the highlights 

include: 

— acurrent ratio of 2.9:1 which is a reflection 
of our strong liquidity position. 


— areduction in total debt to $4.9 million 
which puts our debt to equity ratio at an 
industry low 11%. 

— the book value of common shares increased 
by 14% to $6.76 per share from $5.94 last 
year. 

— our return on stockholders’ equity was 16% 
for the second consecutive year which 
places the company well towards the top in 
rankings of industrials in Canada. 


NEW PRODUCTS CAPITAL EXPENDITURES 

With this strong financial structure as background 
the Board of Directors has reviewed management’s 
capital proposal for the development of new products 
and with confidence approved capital expenditure 
programs totalling $8,800,000 for 1978, the highest 
since our major expansion in 1972. 


Our Chassis Products Division will use the majority 
of this money to purchase and install equipment to 
produce heavy duty truck axle housings for which 
we currently have customers’ orders on hand. Other 
new programs underway or substantially completed 


are the conversion of passenger car frame lines tothe 


production of light truck frames, van side members, 
and the assembly of complete truck trailer axles. 


CAPITAL EXPENDITURES 
(In millions of dollars) 


1978 
1977 
1976 
1975 
1974 
1973 


$8.8 


The preceding chart summarizes our capital 
expenditures in the past five years compared to our 
1978 commitment. 


Because of the importance of these product 


programs, we have described them in greater detail 
in the following annual report. 


1978 OPTIMISM 


We are beginning fiscal year 1978 with indications 
of another strong market year for our products. 
First quarter customer orders are running well 
ahead of forecast and this has caused us to add some 
people and to go to overtime on selected operations. 
We remain confident that our new product 
introductions will reach an annual sales rate 
equalling or exceeding the annual sales of the former 
passenger car frame plant by the fourth quarter of 
this 1978 fiscal year. 


Respectfully submitted 
On behalf of the Board of Directors 


G.B. MITCHELL, Chairman of the Board 
33 Years’ Service 


Sif 


GEORGE D. DORESCO, President 
30 Years’ Service 


October 14th, 1977 


As station wagons become smaller in size, pick-up 
trucks and vans are becoming increasingly popular 
with people whose special interests in life are best 
served with a larger more versatile vehicle. In early 
September Hayes-Dana began shipping frames for 
pick-up trucks similar to the above. 


Heavy trucks such as the mixers shown at far left 
represent a market for rear axle housings which 
Hayes-Dana will be entering in 1978. 


The heavy truck market also includes trailers used 
in highway transport. Axles for these trailers are a 
new product line for the Chassis Products Division. 
Inspecting the first shipment destined for an Ontario 
trailer manufacturer are on the right, Ron Henry, 
production supervisor and Jim Cormier, production 
worker. 


TRUCKS 


Trucks are at the heart of Hayes-Dana’s new product development 
thrust. We have been a supplier to this relatively stable and growing 
market for many years and have a close association with most of the 
well-known truck producers in North America. This keeps us close 
to design changes and permits us to direct our new product 
development towards specific customer needs. 

Trucks can be divided by gross weight (g.v.w.) into the light truck 
and heavy truck markets each with its own special characteristics. 


THE HEAVY TRUCK MARKET 


Heavy trucks are considered capital goods which are purchased by 
large companies for business investment reasons such as increased 
efficiency or productivity the same as the purchase of a drill press or 
a lathe. 

Since they are purchased by companies this market is less subject 
to the wide swings in demand normally found in consumer dominated 
markets. 


THE LIGHT TRUCK MARKET 


... differs from the heavy truck market in that approximately one- 
half of the trucks are sold to individual consumers as a passenger PERCENT OF SALES 


car substitute. Many of these light trucks are equipped with campers, 


four-wheel drive and similar options and the latest thing is toowna | | 
| \, ie | 


customized van. The other half of the light truck market is similar to aire: 
the heavy truck market in that they are purchased by farmers and alt a | 
other small businessmen. 

Our objective is to maintain a strong position in ight truck parts 
while increasing our penetration and growth in heavy trucks. Long- 
term we would look for a balance of light truck at 20% of sales and 
heavy truck at 20% of sales. 


_ WESTERN WHEEL & PARTS L 
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Much in the news in 1977 was the acquisi- 
tion of Western Wheel & Parts Limited 
by Hayes-Dana. This important addition 
to our Aftermarket Division, with four 
branches in British Columbia and two in 
Alberta, is engaged in the installation, ser- 
vicing and parts distribution of wheels, 
rims, brakes, axles and other heavy-duty 
and off-highway components. The branch 
shown is located in Kamloops, B.C. and 
a large part of its business involves vehicles 
used in the mining industry of the area. 
Service and parts for heavy lumbering 
equipment account for most of the sales 
of the Duncan branch on Vancouver Island. 


Highway transport represents the market 
served by Byers Truck & Trailer’s five 
branches in Ontario. Both commercial and 
passenger vehicles are serviced with Spicer 
Universal Joint Kits, Perfect Circle Piston 
Rings, Victor Gaskets and Nasco remanu- 
Sactured parts. 


SERVICE PARTS 


Our second largest market in 1977 was Service Parts at 24% 
of net sales. It is the most stable of all our markets and has 
enjoyed growth in the 15% a year range for a number of years. 
Hayes-Dana will continue to rely heavily on this market to 
provide about 25% of our sales. 


We are actively expanding our network of heavy truck service 
centres—with plans to open an additional 4 branches in 1978. 


Our one year old central warehouse in Beamsville, Ontario 
is functioning efficiently and has enabled us to increase our 
service to customers through improved order fill. The Nasco 
line of rebuilt parts had a good year in 1977. We believe the 
market for rebuilt parts will continue to grow in the years 
ahead because a properly rebuilt part is as good as new, costs 
less, and recycles the materials, thereby conserving scarce 
resources. 


The emphasis in our manufacturing divisions on development 
of products that offer a “‘service”’ potential will help us to 
continue our record of growth in service parts in the future. 


PASSENGER CAR 


Five years ago passenger car parts represented 45% of net 
sales and a high proportion of total asset investment. At the end 
of 1977 this was reduced to 39% of net sales through a selective 
and gradual process of reallocation of assets to other product/ 
market areas. That is still too high a dependence on one highly 
volatile market and it is not in keeping with our concept of a 
balanced market mix. Our plan is to continue supplying up to 
10% of net sales in passenger car parts in the future where we 
have a proprietary design interest and/or where there is an 
opportunity for service parts distribution. 
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They are used to transmit power to Seat TRIS of the type 
shown in the photo below. 


NEW HOLL AnD 


AGRICULTURAL /INDUSTRIAL 


The large new growth area for Hayes-Dana over the next 
five years will come in the industrial market — primarily 
through acquisition. We already have a base in this market 
because of our proprietary agricultural products line — 8% of 
sales in 1977. But the primary strategy here is to expand and 
increase our penetration in a market which is not directly tied 
to motor vehicles. Industrial for us means utilizing our existing 
skills and abilities in products we are familiar with, such as 
universal joints and clutches, to develop or acquire new 
applications. Initially, our search will focus on new 
agricultural applications to fill out our agricultural line — but 
other areas that interest us include motor controls, industrial 
clutches, variable drives, to name a few. 

PERCENT OF SALES 


ie a a 1977 , OBJECTIVE 


The industrial market is big and the growth opportunities 
are almost limitless. We particularly like the fact that it’s a 
market with thousands of customers — this limits the risk of 
any one customer controlling our business — it has a strong 
service segment which means continuing repeat demand for 
repair parts — and it is stable. 


To the left Ron Neudorf, Don Walters and Don Wood are shown 
hydraulically riveting cross members to a chassis frame on the new 
light truck frame line. These men each have 10 years’ experience 
with chassis frames. 


Experience, our major asset, is typified by Pat Ditiello shown in the 
fop photo checking a production frame on an inspection table. He 
has 9 years of service with the Division. 


Checking configuration accuracy on a prototype of an 18,500 pound 
rated rear axle housing are Allan Harrison, tool and die maker with 


5-1 /2 years’ service and Ed Michener, lead hand tool and die maker 
with 7 years’ service. 


CHASSIS PRODUCTS 
DIVISION 


The division that is most affected by our emphasis on new 
product development is also our newest division. The former 
Frame Plant has been restructured into the Chassis Products 
Division to better identify the multi-product line it 
manufactures. 


The first of these new products — light truck frames — came 
off the production line late in August following two 
months of rapid tooling and equipment changeover. We were 
able to utilize many of the fixed capital assets formerly used 
for passenger car frames thus avoiding major obsolescence 
costs or the necessity to invest in new equipment. 


Meanwhile, we have completed plans for the second of our 
new products — heavy duty truck axle housings. We will in- 
vest approximately $10 million in fixed and working capital 
over the next 12 to 15 months to bring production up to the 
volumes our customers demand. Purchase commitments have 
been let and construction has started on an automated 
production line to manufacture the housings. Our schedule 
calls for the first housings to be shipped in Spring 1978. 


A third product introduction is the C & M Spicer trailer axle 


which is being assembled here. This complete trailer axle has 
been enthusiastically received by Canadian trailer assemblers. 


FINANCING OUR 
MARKET GROWTH 


The continuing growth of Hayes-Dana 
through Broadening Our Markets is 
dependent upon the company’s overall 
financial strength and our ability to 
obtain sufficient funds at reasonable 
rates. We have all heard that “it takes 
money to make money’’—well, Hayes- 
Dana is no exception to the rule, in fact, 
we are in lines of business that are con- 
sidered highly capital intensive (cash 
demanding). High inflation has added 
greatly to the problem. 

Sound financial management dictates, 
therefore, that we maintain flexibility 
in the choice among financing alterna- 
tives—earnings, sale of equity, borrow- 
ing—and that we get maximum benefit 
from existing assets. 


INTERNAL CASH 
SOURCES 


A basic strategy of Hayes-Dana man- 
agement is to obtain the majority of our 
fund requirements internally. This 
graph shows that the major source of 
internal funds is earnings. Consistent 
earnings growth is the key to our ability 
to reinvest in the growing requirements 
of our markets. 


The other major source of internal 
funds comes from converting near-cash 
assets such as accounts receivable and 
inventory into cash. The degree to which 
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we can convert these assets to cash is a 
measure of our liquidity. Like every 
company, Hayes-Dana requires a certain 
amount of accounts receivable and in- 
ventory, the trick is to keep them as low 
in proportion to net sales as possible. 
Since inventory is the largest dollar 
asset in this category, we give it the 
most attention. One of the techniques 
we use to minimize the amount of cash 
tied up in inventory is annualized in- 
ventory scheduling. 


As the chart indicates the idea is to 
build inventory on a consistent annual 
basis thus avoiding the wide fluctua- 
tions in manpower and materials which 
occur if we build specifically to custo- 
mer order. 
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The result has been a sharp decrease 
in the cash tied up in inventory. In 
1971 we carried .29 cents in inventory 
for every $1.00 of net sales, now it’s 
less than .20 cents per dollar of sales— 
and the difference is cash that we can 
reinvest. 


FLEXIBLE, MULTI-PURPOSE 
MACHINERY SAVES $$$ 


Over the years Hayes-Dana has fol- 
lowed a rule of purchasing machinery 
and equipment that is not single pur- 
pose but rather has the flexibility to be 
retooled for multi-purpose production. 
This enables us to redeploy these fixed 
assets into other more profitable pro- 
jects with a minimum of new cash 
outlay. 

Redeploying machinery has enabled 
us to increase our sales per dollar of 
gross fixed assets from $1.50 in 1971 
to $2.30 this past year. That’s an increase 
in asset productivity of 53%. 


EXTERNAL CASH 
SOURCES 


Internal cash flow supplies the major 
portion of our growth requirements 
but there is still a shortfall that can only 
be filled by borrowing. From long ex- 
perience and industry comparison we 
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have set a limit of one-third debt to two- 
thirds equity as sensible and reasonable. 
Maintaining debt at this level—or less— 
gives the company good credibility with 
lenders and is an important safeguard 
in controlling our growth to a rate which 
will not require us to borrow beyond our 
ability to repay. 


At the end of fiscal year 1977 we had 
reduced total debt to $4.9 million, the 
lowest level in more than five years. 
This means we have the flexibility to 
take down additional loans of approxi- 
mately $20 million without adversely 
affecting our credit rating. 


SALE OF EQUITY — 


The third alternative for new funds is 
the sale of common stock—a preferred 
method when shares are selling at a 
premium above book value. It is not an 
attractive alternative today due to badly 
depressed stock prices — but we are 
confident the market will regain its 
momentum over the long-term. 


Meanwhile, there are three things we 
can do to attract new investors to Hayes- 
Dana and to reward present shareholders: 

—continue to build credibility by 
sound planning and good perfor- 
mance. 

— seek out new investment opportuni- 
ties that will add increased stability 
to growth and earnings. 

— pay an increasing cash dividend 
to our shareholders consistent with 
sound financial judgement. 


CONSOLIDATED BALANCE SHEET 


SIGNIFICANT STATISTICS 


PERCENT OF SALES 


COST OF SALES 
SELLING GENERAL & ADMIN. 
INTEREST EXPENSE 
NET INCOME 


PERCENT OF INVESTED CAPITAL 


TOTAL DEBT 12.9% 
EQUITY 87.1% 
RETURN/ STOCKHOLDERS EQUITY 16.1% 


TOTAL ASSETS 


(Millions of Dollars) 
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(US) 1974 1975 1976 


ASSETS 


CURRENT ASSETS 
Cash 
Accounts receivable 
Refundable and prepaid income taxes 
Inventories (Note 2) 
Prepaid expenses 
Due from Dana Corporation and affiliates 


FIXED ASSETS, AT COST: 
Land and improvements to land 
Buildings 
Machinery and equipment 


Less — Accumulated depreciation 


OTHER ASSETS: 
Investments at equity 
Goodwill 


AUGUST 31 

1977 1976 
$ 483,000 $ 145,000 
9,824,000 12,254,000 

548,000 — 

25,543,000 23,146,000 
668,000 611,000 
= 245,000 
37,066,000 36,401,000 
1,042,000 1,047,000 
11,777,000 11,203,000 
49,751,000 46,856,000 
62,570,000 59,106,000 
34,380,000 31,352,000 
28,190,000 27,754,000 
119,000 548,000 
1,078,000 742,000 
1,197,000 1,290,000 
$66,453,000 $65,445,000 


LIABILITIES AND AUGUST 31 
SHAREHOLDERS’ EQUITY 1977 1976 
CURRENT LIABILITIES: 

Bank advances $ — $ 415,000 

Accounts payable and accrued liabilities 11,259,000 10,110,000 

Income taxes payable — 4,334,000 

7-3/8% secured debenture = 1,500,000 

Dividend payable 397,000 361,000 

Due to Dana Corporation and affiliates 1,273,000 = 

12,929,000 16,720,000 
LONG-TERM DEBT: 

Note payable (Note 4) 4,898,000 4,898,000 
DEFERRED INCOME TAXES 7,793,000 7,951,000 
SHAREHOLDERS’ EQUITY (Notes 5 and 6): 

Common shares, without nominal or par value 9,534,000 9,534,000 

Retained earnings 31,299,000 26,342,000 

40,833,000 35,876,000 
$66,453,000 $65,445,000 


APPROVED BY THE BOARD: 
G. B. MITCHELL Director 
GEORGE D. DORESCO Director 


MARKET PRICE OF STOCK 
HAYES DANA “A” 


FISCAL 1977 1976 
QUARTER 
ENDED 


SHAREHOLDERS’ EQUITY 
$ PER SHARE 
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CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS 
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Sales 
Dividends, interest and other income (net) 


Costs and expenses (including depreciation 
of $3,344,000 in 1977 and $3,757,000 
in 1976): 
Cost of sales 
Selling, general and administrative 
expenses 
Interest on long-term debt 
Bank interest 


Income before income taxes and 
extraordinary item 
Income taxes 
Income before extraordinary item 
Extraordinary item — loss on disposal of 
special purpose frame production 
equipment 
Net income for the year 
Dividends declared (Note 5) 
Harnings retained in business 
Retained earnings: 
Beginning of year 
End of year 


Income per share before extraordinary item 
Net income per share 

Cash dividends paid per Class A share 

Cash dividends paid per Class B share 


YEAR ENDED AUGUST 31 
1977 1976 

$145,164,000 $128,944,000 
631,000 431,000 
145,'795,000 129,375,000 
127,328,000 109,170,000 
6,'791,000 5,816,000 
562,000 263,000 
295,000 611,000 
134,976,000 115,860,000 
10,819,000 13,515,000 
4,2'70,000 5,860,000 
6,549,000 7,655,000 
— 1,864,000 
6,549,000 5,791,000 
1,592,000 1,446,000 
4,957,000 4,345,000 
26,342,000 21,997,000 
$ 31,299,000 $ 26,342,000 

$1.08 $1.27 

1.08 .96 

.26 24 

.219 .204 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


YEAR ENDED AUGUST 31 
SEES 1976 WORKING CAPITAL 
(Millions of Dollars) 
Financial resources were provided by: 
Net income before extraordinary item $ 6,549,000 $ '7,655,000 
Charges (credits) not requiring current 
funds — 
Amortization of deferred expenses 
and goodwill 132,000 546,000 
Depreciation 3,344,000 3,757,000 
Deferred income taxes (158,000) 339,000 
Funds from operations 9,867,000 12,297,000 
Capital stock issued — 260,000 
Increase in long-term debt = 3,398,000 


9,867,000 15,955,000 
Financial resources were used for: 


Additions to plant and equipment (net) 3,780,000 3,844,000 
Dividends and special tax paid 1,592,000 1 ,446,000 ADDITIONS TO PROPERTY 
Increase in other assets, before (Millions of Dollars) 
amortization of deferred expenses 
and goodwill 39,000 552,000 
5,411,000 5,842,000 
Increase in working capital 4,456,000 10,113,000 
Working capital at beginning of year 19,681,000 9,568,000 
Working capital at end of year $24,137,000 $19,681,000 


1973 1974 1975 1976 1977 


HAYES-DANA LIMITED 
AND SUBSIDIARY COMPANIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — AUGUST 31, 1977 


1. SUMMARY OF ACCOUNTING POLICIES: 


The significant accounting practices and policies employed in the 
preparation of the consolidated financial statements of Hayes-Dana 
Limited and its subsidiaries are summarized below: 


The consolidated financial statements include the accounts of the 
Company and its wholly-owned subsidiary companies, Hayes-Dana 
Parts Co. Ltd., Hayes-Dana Properties Limited, Hayes-Dana 
Special Services Limited, HDSP Parts Limited, Byers Truck & 
Trailer Equipment Limited and Western Wheel & Parts Ltd. 


Investments in corporate joint ventures are carried at cost plus 
equity in their undistributed net income. 


Depreciation is computed over the estimated useful lives of property, 
plant and equipment using the straight-line method for financial 
reporting purposes. The carrying value of properties retired or 
otherwise disposed of, and accumulated depreciatior, thereon, are 
eliminated from the accounts and any resulting gain or loss is 
recognized in income. Eixpenditures for maintenance and repairs are 
charged to income and renewals and betterments are capitalized. 


The Company follows the tax allocation basis of accounting for taxes 
on income whereby deferred income taxes are provided on all 
significant timing differences between accounting and taxable 
income, primarily accelerated depreciation claimed for tax purposes 
in excess of amounts recorded in the accounts. The Company uses 
the “flowthrough”’ method of accounting for investment tax credits 
as a reduction of the current provision for federal income taxes. 


The Company’s operations are affected to some extent by model 
changes. It is the Company’s policy to defer expenditures incurred to 
bring manufacturing operations into full production as a result of 
major expansions and model changeovers, and to amortize such 
expenditures over the estimated production life of the new design. 


Foreign currency balances and transactions are translated into 
Canadian dollars as follows: long term assets and liabilities at 
exchange rates in effect at dates of acquisition; current assets and 
liabilities at rates in effect at August 31, revenue and expenses at 
average rates for the year. Unrealized gains on translation of foreign 
currency are deferred and carried forward on the consolidated 
balance sheet; unrealized losses are charged to income. An 
unrealized gain of $456,000 as at August 31, 1977 resulting from 
the translation of net current balances at year-end rates of exchange 
was deferred in the accounts. 


Goodwill arising from acquisition of shares of subsidiaries is being 
amortized over a ten year period. 


Earnings per share are computed on the basis of the weighted 
average number of shares outstanding during the year. Shares 
reserved for issuance under the stock option plan would not 
materially dilute earnings per share. 


2. INVENTORIES: 


Inventories are valued at the lower of cost and net realizable value 
with cost determined on a first-in first-out basis, and consisted of: 


1977 1976 
Raw materials $ 5,642,000 $ 5,727,000 
Work-in-process and finished goods 19,901,000 17,419,000 
$25,543,000 $23,146,000 


3. BUSINESS ACQUIRED: 


Pursuant to a purchase agreement completed in the current year, all 
the shares of a company engaged in the automotive aftermarket 
were acquired in a transaction which was accounted for as a 
purchase: 


Net tangible assets at book value 8% 631,717 
Premium ascribed to goodwill 468,283 


$1,000,000 


4. LONG-TERM DEBT: 


The 10-1/2% note payable to Dana Corporation is due in 1981 and is 
renewable for an additional five years. This debt which is 
denominated in U.S. currency translated at historical rates of 
exchange amounts to $4,898,000. At the August 31, 1977 rate of 
exchange this debt would be $5,373,000. 


5. CAPITAL STOCK: 


The authorized capital of the Company is 8,000,000 Class A and B 
shares. There are 6,037,656 shares issued consisting of 5,853,807 
Class A and 183,849 Class B as of August 31, 1977. The shares are 
inter-convertible on a share-for-share basis and the rights of each 
class are identical. Both classes of shares rank equally as to 
dividends but Class A shares are entitled to taxable cash dividends; 
Class B shares are entitled to dividends out of tax-paid undistributed 
surplus on hand and 1971 capital surplus on hand. These dividends 
will be in an amount equivalent to the dividends paid on the Class A 
shares less any applicable taxes. 


6. STOCK OPTIONS: 


The Employees’ Stock Option Plan provides for options to be granted 
to key employees to purchase up to 110,250 shares of the Company’s 
capital stock at a price equal to the market value of the shares at the 
date granted. During the year ended August 31, 1977 no options 
were exercised but options on 33,500 shares were granted. At 
August 31, 1977 the following options to purchase were outstanding; 
10,500 shares at $5.00; 8,925 shares at $9.05; 1,050 shares at 
$11.19; 32,500 shares at $5.625. Options for 24,975 shares are held 
by 6 officers one of whom is a director. 


7. REMUNERATION OF DIRECTORS AND OFFICERS: 


The Company and its subsidiaries paid $34,000 to ten directors and 
$416,000 to eight officers two of whom are directors. 


8. PENSION PLANS: 


Pension plan expenses for the year amounted to $2,518,000 (1976 
$1,387,000). During the year certain changes in the plans primarily 
related to improved benefits and strengthened actuarial 
assumptions resulted in an unfunded past service liability of approx- 
mately $16,500,000 (1976 $8,000,000) of which $12,900,000 repre- 
sents employee vested benefits (1976 $6,200,000). The unfunded 
liability is being amortized over not more than fifteen years. 


98. COMMITMENTS: 


At August 31, 1977 the companies were committed under non-can- 
cellable leases for the folowing minimum annual rentals: 


1978 $396,000 
1979 326,000 
1980 284,000 
1981 233,000 
1982 202,000 
1983-1987 825,000 
1988-1990 143,000 


Outstanding commitments relating to the purchase of machinery 
and equipment amount to approximately $3,000,000 at August 31, 
1977. 


10. ANTI-INFLATION ACT: 


The Company and its subsidiaries are subject to, and believe they 
have complied with in all material respects, controls on prices, 
profits, compensation and dividends under the Canadian federal 
government’s anti-inflation program. 


AUDITORS’ REPORT 


To the Shareholders of Hayes-Dana Limited: 


We have examined the consolidated balance sheet of Hayes- 
Dana Limited as at August 31, 1977 and the consolidated 
statements of income and retained earnings and changes in 
financial position for the year then ended. Our examination 
was made in accordance with generally accepted auditing 
standards, and accordingly included such tests and other pro- 


Hamilton, Ontario 
September 22,1977 


cedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements 
present fairly the financial position of the Company as at Aug- 
ust 31, 1977 and the results of its operations and the changes 
in its financial position for the year then ended in accordance 
with generally accepted accounting principles applied on a 
basis consistent with that of the preceding year. 


PRICE WATERHOUSE & CO. 
Chartered Accountants 
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857,000 
10,819,000 
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6,549,000 


4,957,000 
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$ .264 


24,137,000 


62,570,000 


28,190,000 
66,453,000 
4,898 000 
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$ 6.76 


1976 


112,724,000 


874,000 
9,961,000 
4,170,000 


5,791,000* 


4,345,000 
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19,681,000 


59,106,000 


27,754,000 
65,445,000 
4,898,000 


35,876,000 
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1975 


79,785,000 
1,219,000 
5,273,000 
2,228,000 


3,045,000 


1,609,000 


$ .51 


$ .24 


9,568,000 


55,259,000 


31,221,000 
61,326,000 
1,500,000 


31,271,000 
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1974 


81,124,000 
1,194,000 
4,312,000 
1,904,000 


2,408,000 


805,000 


$ .40 
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8,423,000 


52,580,000 


31,198,000 
65,148,000 
4,000,000 


29,662,000 
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1973 


85,805,000 
1,040,000 
7,939,000 
3,290,000 


4,649,000 


3,281,000 


$ .78 


$ .23 


8,158,000 


48,943,000 


30,812,000 
61,792,000 
6,000,000 


28,704,000 
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55,467,000 
553,000 
5,722,000 
2,370,000 


3,352,000 


2,120,000 
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7,575,000 


42,738,000 


27,260,000 
55,856,000 
4,000,000 


25,417,000 
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1971 


44,851,000 
521,000 
3,375,000 
1,654,000 


1,721,000 


527,000 


$ .29 
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20,754,000 


41,207,000 


23,297,000 
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32,738,000 


21,199,000 
42,818,000 
1,000,000 


22,770,000 
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1968 


$65,095,000 $47,882,000 


56,580,000 
506,000 
4,886,000 
2,580,000 


2,306,000 


714,000 
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$ .21 


8,483,000 


29,633,000 


19,595,000 
40,833,000 
2,000,000 


22,614,000 
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42,512,000 
553,000 
2,531,000 
1,181,000 


1,350,000 


158,000 


$ .23 


$ .20 


8,678,000 


27,129,000 


18,758,000 
36,867,000 
3,000,000 


21,900,000 
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BOARD OF DIRECTORS 


H. J. CARMICHAEL — TORONTO, ONTARIO 
Industrialist 


A. G. COULTER — OSHAWA, ONTARIO 
President - Seeburn Metal Products Limited 


G. D. DORESCO — ST. CATHARINES, 
ONTARIO 
President - Hayes-Dana Limited 


R. C. McPHERSON — TOLEDO, OHIO 
Chairman of the Board - Dana Corporation 


G. B. MITCHELL — TOLEDO, OHIO 
President - Dana Corporation 


B. P. NEWMAN — ST. CATHARINES, 
ONTARIO 
President - Newman Steel Limited 


8S. T. PATON — TORONTO, ONTARIO 
Chairman of the Board - Wobaco Holding 
Company S. A. 


B. R. REIMER — TOLEDO, OHIO 
Group Vice-President - Dana Corporation 


J.D. STEVENSON, Q.C. — TORONTO, 
ONTARIO 


Partner - Smith, Lyons, Torrance, Stevenson 
& Mayer 


D. G. WILLMOT —TORONTO, ONTARIO 
Chairman of the Board - The Molson 
Companies Limited 


J. J. WETTLAUFER — LONDON, ONTARIO 
Dean and Professor - Business Administration 
University of Western Ontario 


Regular meetings of the Board are held quar- 
terly in December, March, June and Septem- 
ber. The Annual Shareholders’ Meeting is nor- 
mally held on the first Wednesday in November. 


HAYES-DANA’S SENIOR MANAGEMENT GROUP 


...anaverage length of service of 22 years. 


Back row, left to right: GEORGE HOUGH, Corporate Controller (24 yrs.), ROGER HEISE, Division 
Manager — Chassis Products (6 yrs.), JIM McGILL, Manager — Safety and Facilities (36 yrs.), BOB 
MOSSBERGER, Division Manager — Heavy Duty Products (28 yrs.), TOM SAXTON, General Manager 
— Automotive Products (18 yrs.), DON MacKAY, Division Manager — Drive Train (10 yrs.), BOB 
NEELIN, General Manager — Truck Service Centres (26 yrs.) 

Front row, left to right: BUD McLAUGHLIN, Manager — Personnel and Corporate Relations (11 yrs.), 
LEWIS DENSMORE, V.P. Administration and Secretary (40 yrs.), WOODY MORCOCK, pete 
Vice-President (14 yrs.), DICK MAINES, V.P. Finance and Treasurer (20 yrs.), HUGH COSGROVE, 


Division Manager — Forge (28 yrs.). 


THOROLD, ONTARIO 


<Haves> HAYES-DANA LIMITED 


ARI4 June 22, 1977 


TO OUR SHAREHOLDERS: 


At their meeting on June 15, 1977, the directors declared a regular quarterly dividend 
payable on September 30, 1977 to shareholders of record on September 9, 1977, at the rate of 
6.6¢ per share on the Class A Common shares and 6.6¢ per share on the Class B Common shares, 
the maximum allowable under current A.I.B. regulations. Class B shareholders will receive 5.61¢ 
on September 30, 1977 and will receive the balance of 0.99¢ within 30 days of the enactment of 
the Income Tax Act amendments implementing proposals recently made in the Budget. If the 
amendments do not permit this further payment by December 1, 1978, the 0.99¢ will be used 
to pay the present 15% tax. 


The Company created two classes of common shares in 1973 to enable Canadian resident 
shareholders to take advantage of the possible tax benefits of holding Class B shares. The 
Class A shares and Class B shares are interconvertible into the other and each has the same 
attributes except that dividends payable on Class B Common shares are “tax deferred”’ dividends 
on which the Company first paid a special 15% tax. Dividends received by shareholders on such 
shares are not included in the shareholders’ income for income tax purposes but do reduce the 
shareholders’ adjusted cost base for such shares by the amount of the dividends received. 


The recent Budget proposals when enacted into law will have the following effect on the 
Company's continued payment of tax deferred dividends on Class B shares: 


1. As of December 31, 1978 your Company will no longer be able to 
declare tax deferred dividends on its Class B Common shares. 


2. During the interim to December 31, 1978, however, your Company 
will be entitled to pay dividends out of capital surplus. This may 
be done without the payment of any tax. Accordingly, share- 
holders will receive the same amount of dividends on Class B 
shares as the dividends paid on Class A shares. 


that the dividend payable on the Class B shares on September 30, 1977 will be 6.6¢ per share 
and therefore equal to the dividend payable on the Class A shares conditional on enactment of 
the necessary amendments. 


While the Budget proposals have not yet been enacted, the Board of Directors decided 


The Budget reflects proposals only and the tax changes may not be enacted in the same 
form or even at all. Any shareholders holding Class A Common shares contemplating conversion 
of their holdings into Class B Common shares or the converse are advised to consult with their 
tax advisor before so doing. 


Yours very truly, 


A LIMITED 


; 1AYES-DAN NT 
HAY or ae a eaaret ESE aves awe i 
DANA 90 Eglinton Avenue West, Toronto G. D. Doresco 
President 


